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Board of Examiners 


The next examinations of the American 
Institute of Accountants will be held about 
the middle of May, 1927, although the 
exact dates have not yet been fixed by the 
board of examiners. Applications for ad- 
mission to the Institute should be submitted 
at least sixty days prior to the date of 
examinations. 


Amendment to Appropriations Bill 
Would Obstruct Refunds 


The senate of the United States congress 
has accepted an amendment to the defi- 
ciency appropriation bill proposed by 
Senators McKellar and Couzens which 
directs that all refund claims of $50,000 
or more be approved by the comptroller 
general before payment. According to 
Edward E. Gore, chairman of the Institute’s 
committee on federal legislation, the adop- 
tion of such a measure would serve only 
to complicate treasury procedure and to 
obstruct the payment of settlements due 
taxpayers. The necessary duplication by 
the comptroller’s office of work already 
accomplished by the treasury would add to 
the expense of tax administration without 
protecting government funds any more 
effectively than at present, says Mr. Gore. 
It is felt that the administration of taxation 
should be as efficient and economical as 
possible and it is believed that the proposed 
amendment is eminently undesirable. 

The bill was to have gone to conference 
February third, but at the time when this 
Bulletin goes to press the result of the 
conference has not been reported. It is 
suggested that Institute members com- 
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municate with their congressmen, pro- 
testing against the adoption of the senate 
amendment by the house. 


Earned-income Credit for Accountants 


The earned-income credit to which 
members of accounting firms are entitled is 
limited to 20 per cent. of each partner’s 
share of the net profits, according to the 
treasury department’s interpretation of 
section 209 (a) (1) of the act of 1924, it is 
reported. Apparently the treasury is not 
literally applying the theory which it 
claims is involved, but in certain cases has 
refused to allow accountants earned income 
in excess of their salaries or drawing ac- 
counts. 

The paragraph of the section referred to, 
which it is claimed applies to accountants, 
relates to taxpayers engaged in a trade or 
business in which both personal services 
and capital are material income-producing 
factors. The treasury department refers 
to a ruling, S. M. 4,088, bulletin [V—39— 
2369, which is commented upon as in- 
accurate in Montgomery’s 1927 Income-tax 
Procedure, and which reads as follows: 


Revenue act of 1924 


A partnership which is an accounting firm of 5 
members, all rendering services in the business, 
employs from 15 to 20 junior and senior accountants 
as assistants. The work of these assistants is sub- 
ve only to a perfunctory approval by the partner- 
ship. 

Held, that the profits resulting from the labors of 
assistants of this character can not be regarded as 
compensation received for personal services actually 
rendered by the partners and do not constitute 
earned income to the partners within the meaning 
of section 209 of the revenue act of 1924, and no 
part of such profit can be considered as earned net 
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income unless the total amount of the net income of 
the taxpayer is less than $5,000. 


Many accountants maintain that mem- 
bers of accounting firms are entitled to 
return their entire partnership income, up 
to the maximum earned income of $20,000, 
as earned income. It is believed that the 
matter will soon be brought before the 
board of tax appeals. 


Annual Meeting, September, 1927 


Members of the Institute who attend the 
annual meeting at Del Monte, California, 
next September will have an opportunity to 
visit many places of historic, scenic and 
commercial interest in the middle west 
and west. In previous issues of the Bulletin 
the attractions of St. Paul and Minneapolis 
and of Minnesota’s ten thousand lakes 
have been described. Travelers who avail 
themselves of the northern route to the 
coast may wish to become acquainted 
with the city of Omaha, which, although 
not widely advertised as a scenic attraction, 
is notable for its beautiful parks and 
residential districts. The city, covering 
an area of 38 square miles, has 23 public 
parks connected by a boulevard system 
35 miles in length. Riverview Park with 
its wooded ravines and its interesting 
collection of wild animals is also greatly 
frequented because of the splendid views 
it affords of the Missouri river. Elmwood 
Park, whose rolling elm-clad hills might 
be an inspiration to an artist, contains an 
18-hole municipal golf course which has 
been pronounced one of the most beautiful 
in the West. 

Omaha appeals to lovers of historic 
things because it is the starting point of the 
old Mormon trail and is on the old Oregon 
trail also. In Florence, a suburb, there is 
an old Mormon graveyard, and the home 
occupied by Brigham Young still stands. 

Many large industrial enterprises are repre- 
sented in Omaha, and there are a number of 
imposing buildings, among which are the 
headquarters of the Union Pacific System 
whose lines follow the old pioneer trails 
westward from Omaha to serve the entire 
west; the Woodmen of the World building; 
the Northwestern Bell Telephone Company 
building; the Medical Arts building, and 
the Omaha National and City National 
Bank buildings. Omaha has two cathe- 


drals and 180 churches. It’s municipal 
water system is valued at thirteen million 
dollars. There are 85 hotels in the city. 
Its public schools are among the best in the 
country. 

Omaha ranks second as a livestock mar- 
ket and its packing houses and stockyards 
are of interest to visitors. The city is the 
home of the famous “Festival of Ak-Sar- 
Ben”’ which is held every autumn. 

This article is based on information sup- 
plied by the Union Pacific System 


Coédperation of Bankers with Public 
Accountants 


At the fall meeting of The Robert Morris 
Associates, an organization of credit officers 
of banks, held at New Orleans, October 28, 
1926, the report of a committee on coépera- 
tion with public accountants was presented 
and adopted. By the courtesy of the chair- 
man of the committee, Harvey E. Whitney, 
the report is here reproduced, as follows: 


REPORT OF COMMITTEE ON COOPERA- 
TION WITH PUBLIC ACCOUNTANTS 


It was just a year ago that this committee in its 
report emphasized the necessity of the banks’ read- 
ing understandingly the comments of accountants 
in connection with audited reports, that we might 
not accept as a certificate what a careful reading 
develops to be nothing but a series of comments, and 
as a result of developments of the past year we can 
think of no more important topic with which to 
lead off this report. 

Within the past two weeks one of our members 
submitted to your chairman an example which 
read as follows: 

“We have audited as of ........ the accounts 
ne and those of its subsidiary manufac- 
turing companies, and have prepared the statement 
of income and profit and loss of the above companies 
for the year ended ........ from the books without 
detailed examination of the income and expense ac- 
counts, and submit herewith the following exhibits: 

Exhibit A—Consolidated balance-sheet as of 

Exhibit B—Statement of consolidated income and 
profit-and-loss account for the year ended ........ 

Our member in his letter twice referred to this as 
a certificate and in fact an ambiguous one, in that 
the accountant would seem to assume little or no 
responsibility. It happens that this particular 
accounting firm is one that some time ago came out 
in favor of a serviceclassification and announced that 
it was incumbent upon an accountant to make clear 
in his report precisely what he has or has not done, 
together with his conclusion. Be that as it may, and 
there is something to be said on both sides as regards 
this particular exhibit, your chairman wrote the 
member, calling his attention to the fact that what 
he twice referred to as a certificate was not a certi- 
ficate at all, but merely a series of comments, and 
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in view of the fact that the accountant starts off the 
paragraph by stating that he has audited the books, 
it was incumbent upon the member to ascertain why 
the accountant had not given a certificate. He re- 
ported back to your chairman that upon taking this 
up with the customer the latter stated that he could 
not understand just what point our member had in 
mind, because this wording was the same as had 
appeared on previous statements, and no other one 
of his seventeen depositaries had raised the question. 

Now, gentlemen, if we are so careless as to accept 
statements with such accompanying phrases by the 
accountant without question, your chairman fails 
to see how we can be too harsh in judging the 
accountants. 

The danger of accepting condensed balance-sheets 
has been very clearly brought out in two specific 
instances: in one case your chairman wrote to the 
accountant, calling his attention to the fact that 
upon information furnished, an item of “notes and 
accounts receivable’’ embraced a substantial amount 
due from other than trade sources, which it had 
always been our understanding was not ethical. In 
his reply he stated that in his opinion non-merchan- 
dise accounts which in point of liquidness rank equal 
or superior to merchandise accounts, might properly 
be grouped with the latter. 

Furthermore, he said that he had submitted the 
question to an official of one of the largest trust com- 
panies in New England, and he quoted this official 
as stating that condensed balance-sheets in his ex- 
perience were not submitted for credit purposes, 
and that the existence of a condensed balance-sheet 
implied the existence of a detailed balance-sheet and 
the latter would be called for in cases of application 
for credit. In the other instance, the item of ‘ac- 
counts receivable”’ in a condensed statement put out 
by a paper broker included several hundred thousand 
dollars due from the president of the corporation 
personally. At the request of the member who sub- 
mitted this case, but of course without using his 
name, we presented the facts to the American In- 
stitute committee, whose chairman later advised us 
that the defense of the accountant was that the 
condensed statement was not intended for credit 
purposes. As an indication of the coéperation we 
are receiving from the American Institute com- 
mittee I should like to say that I saw the reply of the 
chairman in which he stated clearly that he did not 
agree with the stand taken by the accountant, be- 
cause when a certified balance-sheet is issued the 
accountant can not, of course, control the uses to 
which it will be put and it is axiomatic that every 
material fact should be disclosed in the balance- 
sheet itself or the accompanying certificate. In- 
cidentally, the paper broker was familiar with the 
situation, but that is another question. We all 
know that condensed balance-sheets are often sub- 
mitted to us for credit purposes and we should, 
therefore, be very much on our guard as long as some 
accountants are ready to hide behind this explana- 
tion as an excuse for not following the recommen- 
dations of the federal reserve board in the article on 
Approved Methods for the Preparation of Balance- 
sheet Statements, where it is specifically stated that 
any items other than those connected with sales 
should not be included in the receivable item. 

The “giving effect” statement has also come in 
for a little additional attention. There recently ap- 
peared an offering of a substantial block of shares of 


common stock of a manufacturing concern accom- 
panied by a financial statement bearing an unquali- 
fied certificate signed by two well-known accounting 
firms, upon which the following phrase appeared: 
“after giving effect to present financing.’’ This did 
not seem to create any curiosity on the part of our 
members, because your chairman heard from no one, 
not even the banks of account, while if we will 
recollect the recommendations of the American In- 
stitute committee which appeared in full in one of 
our committee reports some time ago it will be noted 
that these recommendations were not followed out. 
Incidentally, one of the partners of one of the 
accounting firms is a member of the committee of the 
American Institute on coéperation with bankers. 
It was specifically stated that the character of the 
transactions to which effect was given should be 
clearly disclosed in the heading of the statement. It 
seems that on submitting the statement to the pri- 
vate bankers who were putting out the stock issue, 
the phrase read “after giving effect to proposed 
issuance of 56,000 shares of common capital stock 
and payment of notes payable.’’ The bankers re- 
quested that the accountants simplify the heading, 
which they did to the extent noted, defending them- 
selves by stating that they had originally complied 
with the recommendations of the committee in all 
essential respects. The American Institute com- 
mittee’s chairman agrees, however, that while in 
this particular instance no harm was done, it is his 
opinion that the precedent is not a good one. 

As an indication that we sometimes have right at 
our own door the means of discovering a false state- 
ment is an example cited your chairman by one of 
our members. It seems that in examining a state- 
ment which bore an unqualified certificate he no- 
ticed that there was no obligation shown for out- 
standing acceptances due banks, whereas at that 
particular time the company was indebted to his 
bank for a substantial amount under letters of 
credit. He took this up with the customer and their 
explanation was that while they realized they had 
acceptances owing the bank on the date of the state- 
ment they also had a credit balance there as $375,000 
in cash and $1,000,000 out in call loans, and as they 
did not owe anything to any other bank they simply 
deducted the amount from the cash and receivables 
item showing the latter at a net figure. The ac- 
countants in this instance were a Canadian firm, not 
members of the American Institute, but I can assure 
you that in view of these circumstances their name 
will occupy a more or less prominent place in our 
records. 

A movement recently started or at any rate 
fostered by some of the leading accounting firms 
should receive cordial backing by the bankers. This 
refers to the desirability of having business men take 
off their annual statements at the end of the fiscal 
year natural to their particular line of business. 
This would stagger the load, so to speak, of the 
accountants and not require them to spread out 
their more experienced men on so many different 
assignments as is now necessary with such a large 
majority of the statements bearing date of De- 
cember 3ist. Incidentally, this should be of real 
benefit to the client himself. It is, of course, es- 
sential from our standpoint, if we are to continue 
our statement studies, that such a movement should 
be adopted quite generally and not in isolated in- 
stances, and it would seem, therefore, that this 
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should be brought about through the medium of 
trade groups. 

We are still anxiously awaiting the result of the 
efforts of the American Institute committee to 
define the various classes of audits or examinations 
made by accountants and specify the comments or 
certificate that should accompany each type. 

Now for a rather personal word. Your chairman 
in the past has adopted various methods in connec- 
tion with the submission of his periodic reports. 
Sometimes, but by no means as often as should have 
been the case, he has submitted a draft of the report 
to the other members of the committee for recom- 
mendations as to changes and additions. At other 
times he has arbitrarily added their names to the 
report allowing them the privilege only too often of 
hearing it for the first time when it is read at the 
meeting. On this occasion he has adopted the 
latter course which explanation he makes in justice 
to the other members of the committee who should 
not be put on the rack because of his shortcomings. 

Respectfully submitted, 

H. E. WHITNEY, chairman, 
E. E. BARKER, 

Joun CLAYTON, 

J. N. Eaton, 

P. F. Gray, 

FREAsS B. SNYDER. 


Important Tax Decision 


Joseph J. Klein, president of the New 
York State Society of Certified Public Ac- 
countants, has said, according to the New 
York Times, that the recent decision of the 
District of Columbia court of appeals, hold- 
ing that the internal-revenue commissioner 
must produce hitherto secret tax informa- 
tion before the board of tax appeals to jus- 
tify denials of application for refunds of 
excess-profits taxes, is an exceedingly impor- 
tant ruling. 

The report of Dr. Klein’s statement 
quoted him as saying that from $200,000,000 
to $300,000,000 in possible refunds of ex- 
cess-profits taxes were involved in this issue. 
Under the 1917, 1918 and 1921 revenue acts 
the commissioner was given the authority to 
reduce a taxpayer’s excess-profits tax by 
applying a lower rate paid by taxpayers 
engaged in the same or similar businesses, if 
such a lower rate was paid by competitors. 
The comparisons of the various rates made 
by the commissioner have been kept secret 
and the taxpayers, therefore, have been un- 
able to check up on his decisions. In the 
1924 revenue act the board of tax appeals 
was created, one of whose functions is to 
decide such issues. The commissioner re- 
fused the board’s request to produce the 
secret data before it on the ground that they 
were confidential. The court of appeals 


has now held that the board of tax appeals 
must have this information in order to 
exercise its judicial functions. 


Public Accountants in Hotel 
Accountants Association 


Public accountants have evinced a great 
deal of interest in the Uniform System of 
Accounts for Hotels, the publication of 
which has already been reported in previous 
issues of the Bulletin, and many public 
practitioners have become members of 
the newly formed Hotel Accountants As- 
sociation, which was instrumental in the 
composition of the uniform system. The 
association is constituted of two classes of 
members: auditors or chief accountants of 
individual hotels or groups of hotels, and 
public accountants whose practice embraces 
the auditing of hotels. The latter are 
known as public members. Ata meeting of 
the association in New York, December 17, 
1926, the committee on admissions recom- 
mended the acceptance of applications of 
seven accountants, two as members and five 
as public members. 

At the monthly meetings various sections 
of the uniform system of accounts are dis- 
cussed, usually on the basis of papers on the 
respective subjects presented by members of 
the association. Members are invited to 
send questions on hotel accounting to the 
programme committee in advance of each 
meeting, and these questions are also pre- 
sented for discussion. The fifth monthly 
meeting of the Hotel Accountants Associa- 
tion will be held February 18th, at the head- 
quarters of the Hotel Association of New 
York City, 221 West 57th Street. 

Great progress has been reported in the 
formation of chapters of the Hotel Ac- 
countants Association in various sections of 
the country. As reported in the Bulletin 
for December, 1926, the first unit to be 
organized outside New York was in Phila- 
delphia, and this chapter held its second 
meeting at the Hotel Walton, January 27, 
1927. Among those who spoke at that 
occasion were Richard H. Browne, president 
of the Hotel Accountants Association and a 
member of the American Institute of Ac- 
countants, and William J. Forster, an 
associate of the American Institute of Ac- 
countants. Several technical papers were 
also read and discussed at the meeting. 
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The secretary of the Ohio Hotel Associa- 
tion has announced that several chapters of 
the Hotel Accountants Association are 
being formed in Ohio, and the president of 
the Hotel Association of America, Thomas 
D. Green, is planning to write the secreta- 
ries of the various hotel associations in this 
country, suggesting the formation of chap- 
ters of the accountants’ body under 
the auspices of the respective associations. 
Word has been received from Chicago, 
Boston, Detroit, Baltimore and _ other 
cities that chapters are being formed 
in those places. These facts seem to indi- 
cate that there is in the process of formation 
a strong national organization which will 
exert valuable influence in standardizing 
hotel accounting, in exchanging and dis- 
seminating information useful to proprietors, 
in maintaining a high standard of pro- 
fessional ethics and in promoting social 
intercourse among its members. 

On the evening of February 1st the mem- 
bers of the Hotel Accountants Association 
in New York were the guests of L. M. 
Boomer at the Waldorf-Astoria Hotel. 
Among the speakers at this occasion 
was Louis Toth, an Institute member, 
who spoke on the course in_ hotel 
management which is being conducted 
at Cornell University, referring particularly 
to the accounting phases of the course upon 
which Mr. Toth lectures each week at the 
University. He said that it is expected 
that the uniform system of accounts for 
hotels will be incorporated as part of this 
course. Richard H. Browne spoke on the 
formation and the progress of the Hotel 
Accountants Association. 


J. E. Sterrett Honored 


J. E. Sterrett received the order of the 
German Red Cross, conferred by Foreign 
Minister Stresemann of Germany, on Janu- 
ary 11th. The award was made upon Mr. 
Sterrett’s retirement from his position on 
the Dawes transfer committee. He had 
previously been honored with the Com- 
mander’s Cross of the French Legion of 
Honor and the Belgium Order of Leopold, in 
recognition of his services to Europe in aid- 
ing the work of the reparation commission. 
Mr. Sterrett is a member of the American 
Institute of Accountants and a former presi- 
dent of the American Association of Public 
Accountants, the Institute’s predecessor. 


on 


Accountants Active in Arbitration 


The activities of public accountants in the 
cause of commercial arbitration for the 
period from December 1, 1926, to January 
15, 1927, are recounted in detail in a report 
of J. Pryse Goodwin, chairman of the ac- 
countants’ committee of the American 
Arbitration Association, dated January 
18th. The report speaks of eleven articles 
related to arbitration which were printed 
in accountancy publications during the 
period, as well as six addresses on the sub- 
ject which have been delivered by account- 
ants or at accountants’ meetings. An 
interesting feature of the report is the 
announcement that Professor Edward J. 
Filbey, president of the American Associa- 
tion of University Instructors in Account- 
ing, has accepted an invitation to become a 
member of the accountants’ committee of 
the Arbitration Association. The report 
also comments on the meeting of the Asso- 
ciation held at the Bankers’ club, New 
York, in honor of the British government 
industrial delegation at which Sir William 
W. MacKenzie spoke on arbitration in 
Great Britain. The American Arbitration 
Association reports that accountants are 
joining its membership in increasing num- 
bers. 


William Clabaugh 


William Clabaugh, a member of the 
American Institute of Accountants and a 
certified public accountant of the District of 
Columbia and North Carolina, died Janu- 
ary 17, 1927, at the age of 49. Mr. Cla- 
baugh had been a member of the Institute 
since 1922. At the time of his death he was 
secretary of the board of accountancy of the 
District of Columbia and he was a member 
of the board when it was first created in 
1923. He was affiliated with many busi- 
ness and social organizations and was a 
member of the firm of William Clabaugh & 
Co., Washington, D. C. 


Accountant Bequeaths Books to 
Institute Library 


The following letter was received by the 
librarian of the Institute under date of 
December 30, 1926. 


Dear Madam: 

Upon the death of Mr. N. V. Ketchum, which 
occurred on the 12th of September, 1925, there was 
no will found among his belongings, but the writer 








Bulletin of American Institute of Accountants 


did discover a pencilled memorandum which seemed 
to express quite clearly Mr. Ketchum’s wishes as to 
the disposal of a collection of books on auditing and 
accounting which he owned. Upon conferring with 
his widow, Mrs. Josephine R. Ketchum, (whose 
address is 829 New York Avenue, Brooklyn) it was 
decided to follow his wishes in connection with this 
collection, that is, to present them to you. Mr. 
Ketchum was a member of your Institute and also 
a member of the New York State Society of Certified 
Public Accountants for many years. The writer 
delivered the books at your library on the 29th inst. 
and would be pleased to receive an acknowledgment 
from you of the receipt of same. 
Very truly yours, 
J. C. PEASE, 
Surviving partner of Ketchum & Pease, 
Public Accountants. 


World Economic Conference 


The council of the league of nations has 
adopted a report of the second session of 
the preparatory committee which has been 
considering plans for an economic con- 
ference, which will, therefore, be held at 
Geneva, May 4, 1927. The representa- 
tives, it is believed, will not be government 
spokesmen empowered to draw up conven- 
tions, but persons who will be chosen by the 
governments for their personal qualifica- 
tions, and it is hoped that they will be fairly 
representative of capital, labor, agricul- 
turists, economists and persons acquainted 
with the practice of international commer- 
cial negotiations. 

The preparatory committee has compiled 
an agenda for the conference, which is out- 
lined as follows: 


FIRST PART 
The World Economic Position 


Principal features and problems as seen from the 
point of view of different countries. 

Analysis of economic causes of the present dis- 
turbed equilibrium in commerce and industry. 

Economic tendencies capable of affecting the peace 
of the world. 


SECOND PART 
I. Commerce 


1. Liberty of trading: 

(a) Import and export prohibitions and re- 
strictions. 

(b) Limitation, regulation, or monopolization 
of trade. 

(c) Economic and fiscal treatment of nationals 
and companies of one country admitted 
to settle in the territory of another. 

2. Customs tariffs and commercial treaties. 
Obstacles to international trade arising from: 

(a) Form, level and instability of import and 
export tariffs. 

(b) Customs nomenclature and classification. 
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3. Indirect methods of protecting national commerce 
and shipping. 
(a) Subsidies, direct or indirect. 
(b) Dumping, and anti-dumping legislation. 
(c) Discrimination arising from the conditions 
of transports. 
(d) Fiscal measures discriminating against for- 
eign imported goods. 
4. Repercussion upon international commerce of re- 
duced purchasing power. 


II. Industry 


1. Situation of principal industries (productive 
capacity, output, consumption and employ- 
ment). 

2. Nature of present difficulties in industry; their 
industrial, commercial and monetary causes. 

3. Possibilities of action: 

(a) Organization of production, including, in 
particular, International industrial agree- 
ments, considered from the point of view 
of production, of the consumer and of 
labor; their legal position; their connec- 
tion with customs problems. 

(b) Importance of collection and prompt ex- 
change of statistical information with re- 
gard to industrial production. 


III. Agriculture 


1. The present position of agriculture compared with 
pre-war conditions, in respect of production, 
consumption, stocks, prices and free circulation 
of agricultural products. 

2. Causes of present difficulties. 

3. Possibilities of international action: 

(a) Development of, and international collab- 
oration between, producers’ and con- 
sumers’ organizations, including the 
different systems of codéperative organi- 
zation. 

(b) Continuous exchange of all relevant infor- 
mation concerning agricultural condi- 
tions, scientific and technical research, 
agricultural credit, etc. 

(c) Development of the purchasing power of 
agricultural producers. 


It is intended that the discussions will deal 
to a certain extent with general world prob- 
lems but the conference also will endeavor 
to concentrate on special questions with a 
view to determining practical solutions. 
Questions of tariff may, among others, 
command attention, and proposals for in- 
ternational agreements between private 
industrialists may be considered. 

The council has decided to invite dele- 
gates not only from members of the league 
but also from the United States, Russia, 
Turkey, Mexico, Ecuador and Egypt. 
M. Theunis, former prime minister of 
Belgium, who has presided over the prepara- 
tory committee, is to be president of the 
conference. 
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Accounting for Laundries 


The Laundry-owners National Associa- 
tion has published a complete manual on 
cost accounting for laundries. The work 
gives details on double-entry accounts, 
account relations, valuations, economic 
accounts, transactions displayed by model 


entries and ledger index. Its purpose is 
the creation of accuracy in the bookkeeping 
for laundries and the control of costs. The 
volume has been compiled and edited by 
Galen B. Cook, director of the Laundry- 
owners National Association and Frank E, 
Webner, a certified public accountant. 


STATE LEGISLATION 


A number of bills affecting accountancy 
or of interest to public accountants have 
been introduced in various states whose 
legislatures are in session this year. As far 
as may be ascertained no bill relating to 
accountancy or to public accountants has 
as yet been passed in any legislature. Such 
bills now under consideration are as follows: 


Arkansas 


House bill No. 112 is intended as an 
amendment to the existing law to reor- 
ganize the state board of accountancy in 
Arkansas. 

Senate concurrent resolution No. 4 was 
adopted and ordered transmitted to the 
house of representatives in Arkansas. The 
resolution provides for the appointment of a 
joint committee to conduct, with the aid of 
certified public accountants, the affairs of 
the state penitentiary. 


California 


Senate bill No. 234 in California, intro- 
duced January 18th, is entitled, “‘An act to 
create a state board of accountancy and 
prescribe its duties and powers; to provide 
for the examination of and issuance of 
certificates to qualified applicants with the 
designation of certified public accountants, 
and to provide grade of penalties for viola- 
tion of the provisions.” The California 
legislature is at present in recess, it is re- 
ported. 

Connecticut 


A bill has been introduced in Connecticut 
concerning an amendment in the charter of 
the city of Willimantic providing for the 
audit of the accounts of the city semi- 
annually by certified public accountants. 
The bill is numbered house No. 130 and was 
introduced January 26th. It has been 
referred to the committee on cities and 
boroughs. 


Kansas 


House bill No. 170 in Kansas relates to the 
officers, directors and employees of banks, 
prescribing that one of such number shall 
have sufficient knowledge of accounting to 
reconcile accounts and arrive at a balance. 

House bill No. 341 recently introduced in 
the Kansas legislature would provide for the 
auditing of books and records of certain 
county offices by a certified public ac- 
countant, to be appointed by the judge of 
the district court. 


Massachusetts 


The Massachusetts Society of Certified 
Public Accountants has caused four bills 
to be introduced in the Massachusetts leg- 
islature relating to the administration of 
taxation in the state. All four bills were 
introduced January 17th. 

House bill No. 505 is intended to create 
a board of tax appeals, consisting of a 
chairman and two associate members to be 
appointed by the governor with the advice 
and consent of the council, and it prescribes 
the duties, powers and manner of procedure 
of this board. 

House bill No. 506 relates to the taxation 
of business corporations. 

House bill No. 509 is an act relating to the 
application for abatement of the business 
corporation excise tax. 

House bill No. 510 relates to the definition 
of net income as applied to the taxation of 
banks and foreign and domestic business 
corporations, and provides that net income 
for state tax purposes shall be computed on 
the basis of the net income returned by banks 
and corporations to the federal government 
under the federal revenue act applicable for 
the period. 

The two bills repealing the corpora- 
tion excise tax and allowing business cor- 
porations to offset the net loss of one year 
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against the taxable income of the two years 
succeeding, respectively, were opposed by 
Henry F. Long, state commissioner of 
corporations and taxation at a_ hearing, 
February 1st, before the legislative com- 
mivtee on taxation. Mr. Long claimed that 
the enactment of these bills would increase 
other state taxes by about a million dollars. 

J. Chester Crandell, chairman of the 
special committee on excise tax of the 
Massachusetts society, disagreed with Com- 
missioner Long on the consequences which 
would result from the passage of the bills in 
question. Mr. Crandell claimed that the loss 
in taxes would be not more than $245,000. 


Missouri 


House bill No. 343, Missouri, to repeal 
the state certified public accountant law 
was killed in committee as a result of the 
opposition of Missouri certified public 
accountants. 


Nebraska 


Senate bill No. 18, introduced in Nebraska 
January 17th, would provide for a uniform 
system of accounting by all county, city 
and village officers and their reporting to 
the auditor of public accounts. 


North Carolina 


Senate bill No.91 in North Carolina would 
require the state bank examiner to audit the 
books of building and loan associations. 


North Dakota 


House bill No. 158, introduced January 
28th in the legislature of North Dakota, 
provides for the creation of a state board of 
accountancy, prescribing its duties and 
powers, providing for the examination of, 
and issuance of certificates to qualified ac- 
countants, with the designations of certified 


public accountants, providing penalty for 
violations of the provisions, and repealing 
certain sections of the compiled laws of 
North Dakota for 1913 and all acts or parts 
of acts in conflict with the provisions of the 
bill. 

Oregon 


House bill No. 180, introduced in the 
Oregon legislature January 21st, is described 
as an act requiring further qualifications for 
certified public accountants. This bill was 
intended to re-open the waiver clause and 
otherwise to lower accountancy standards 
in Oregon. The Oregon State Society 
of Certified Public Accountants opposed the 
bill strenuously at a hearing January 31st 
and enlisted the support of the state univer- 
sity, the agricultural college and other 
educational institutions in combating the 
proposed measure. The American Institute 
of Accountants announced itself as being, 
in accord with the state society, against the 
bill on the grounds that it would be detri- 
mental to existing accountancy standards. 
As a result of the hearing the committee 
unanimously voted to report unfavorably 
on the bill. 

House bill No. 45 provides for the ap- 
pointment of a certified public accountant 
by the governor of the state to audit irriga- 
tion districts. This bill was referred to the 
irrigation committee and was_ reported 
favorably January 28th. It passed the 
house February Ist. 


West Virginia 
House bill No. 148 of West Virginia, intro- 
duced January 19th, amends the existing 
statute relating to certified public account- 
ants. The same bill was introduced in the 
senate, numbered senate 78. The West 


Virginia legislature has adjourned until 
March 16th. 


STATE BOARDS OF ACCOUNTANCY 


Connecticut 


On December 31, 1925, Irville A. May 
was reappointed by the governor of Con- 
necticut as a member of the state board of 
accountancy. Mr. May is a former presi- 
dent of the board and at present occupies 
the position of secretary. He has been a 
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member of the board of accountancy for six 
years. 


Louisiana 


Guy V. W. Lyman has been appointed as 
a member of the state board of accountancy 
of Louisiana by Governor Simpson. Mr. 
Lyman formerly served as a member of the 
board from 1922 to 1924. 
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LOCAL SOCIETIES 


Indiana Association of Certified 
Public Accountants 


The public-affairs committee of the In- 
diana Association of Certified Public Ac- 
countants has issued the second of a series of 
letter-bulletins which are to be distributed 
to the business community of Indiana. 
The present bulletin is entitled ‘‘The busi- 
ness man and the certified public account- 
ant.”’ It concisely states the need of 
accountancy services in modern business, 
the scope of these services and the profes- 
sional nature of accountancy. The bulletin 
also contains the names of members of the 
Indiana Association of Certified Public 
Accountants. The committee hopes that 
the series of bulletins proposed may aid in 
establishing complete codperation between 
accountants, bankers, credit men, attorneys 
and business men in general. 


Massachusetts Society of Certified 
Public Acccountants 


A meeting of the Massachusetts Society 
of Certified Public Accountants was held 
January 24th at the chamber of commerce 
building, Boston. A round-table confer- 
ence on “Audit certificates and reports”’ 
was the programme for the meeting. 
Charles F. Rittenhouse introduced the sub- 
ject, which was subsequently discussed by 
James Willing, J. Chester Crandell and Ed- 
ward J. McDevitt, Jr. Frederick B. Cher- 
rington presided at the meeting. 


New York State Society of Certified 
Public Accountants 


The regular monthly meeting of the New 
York State Society of Certified Public Ac- 
countants was called for February 14th at 
the Waldorf-Astoria hotel. The subject for 
discussion was ‘‘Income-tax problems”’ and 
the programme was arranged under the 
direction of the special committees on fed- 
eral taxation and state taxation, whose 
chairmen are Orrin R. Judd and Isidor Sack, 
respectively. The programme provided for 
the leading of a discussion on the federal 
revenue act by Dr. Joseph J. Klein, presi- 
dent of the society, and Robert H. Mont- 
gomery. 

The leading of the discussion on the New 


York state income tax was undertaken by 
Mr. Sack. An interesting feature of the 
programme was the presentation of a 
paper on ‘Insurance trusts.” 

The anniversary dinner of the society will 
be held March 21st at the Waldorf-Astoria 
Hotel. 


Pennsylvania Institute of Certified 
Public Accountants 


The Pennsylvania Institute of Certified 
Public Accountants held its regular quar- 
terly business meeting January 17th at the 
Manufacturers club, Philadelphia. Before 
the business of the evening was entered into, 
an address was delivered on ‘‘ The account- 
ant and the law’’ by Doane MacDonald, 
followed by a general discussion of the sub- 
ject and how it ramifies the work of the 
certified public accountant. The main 
feature of the discussion centered around 
the fact that the accountant is constantly 
brought face to face with problems affecting 
the laws of business as well as with problems 
dealing with financing, accounting systems, 
corporate organizations, auditing and vari- 
ous other activities. 

At this meeting, the by-laws of the Penn- 
sylvania Institute were modified somewhat 
in order to permit a larger and more repre- 
sentative state-wide organization. The re- 
visions provide for the organization of 
chapters throughout the state, all of which 
will be affiliated with and subordinate to the 
parent organization, the Pennsylvania In- 
stitute of Certified Public Accountants. 
Under this plan, chapters will be organized 
in Pittsburgh, Philadelphia, Harrisburg, 
Scranton and the various other financial 
centers of the state. 

Other matters of importance were dis- 
cussed, particularly the results of confer- 
ences with the Bell Telephone officials of 
Pennsylvania with respect to the new classi- 
fication to be used in the telephone di- 
rectory. 

A number of applicants were elected to 
membership at this meeting. The secre- 
tary reported that the membership of the 
Institute at the present time is 280, includ- 
ing certified public accountants in all parts 
of the state, New York City, and in other 
cities scattered throughout the country. 








Bulletin of American Institute of Accountants 


COURT DECISION 


Washington 


The following decision of the supreme 
court of the state of Washington, depart- 
ment two, handed down January 6, 1927, 
is here reproduced in full for the information 
of accountants who may be interested: 


SAMUEL F. RACINE, DOING BUSINESS 
UNDER THE NAME OF SAMUEL F. RACINE 
& CO., APPELLANT, v. G. D. B. ENDER, et ai., 

RESPONDENTS. 


Appeal from a judgment of the superior court for 
King county, Ronald, J., entered March 28, 1926, 
upon granting a nonsuit, dismissing an action for 
an injunction. Reversed. 

George W. Williams and Philip D. McBride, for 
appellant. 

Geo. W. Korte and J. Knox McDowell, for 
respondents. 

Askren, J.—The appellant, in 1909, opened offices 
in Seattle, where he has continuously since main- 
tained a school of accounting as well as the business 
of a certified public accountant. In 1920, the re- 
spondent, who had previously thereto taken a course 
in appellant’s accounting school, accepted employ- 
ment with him as a certified public accountant at a 
salary of approximately one hundred fifty dollars 
~~ month. The employment lasted five years. 

uring that time he became the leader in his branch 
of the auditing work and his salary was increased to 
two hundred fifty dollars per month. At the time 
of employment, nothing was said between the parties 
as to any restrictions upon future employment which 
respondent might engage in, but at the end of each 
week during the employment he was required to 
prepare a report showing the clients of appellant for 
whom work was performed by respondent, as well 
as the number of hours. At the bottom of the re- 
port, and immediately above the signature of the 
respondent, appeared the following: 


“WARRANTY 


“Recognizing the relationship which exists be- 
tween an accountant and his client and as a con- 
sideration for my employment with Samuel F. 
Racine & Co., and also for the amount received 
therefor as compensation I hereby warrant that 

“(a) During such employment, unless other ar- 
rangements are made, my entire time shall be de- 
voted to the interests of Samuel F. Racine & Co. 

“(b) During such employment I will not do any 
accounting, bookkeeping or auditing work for any- 
~. except through the office of Samuel F. Racine 

o 


“(c) Either during or after leaving such employ- 
ment I will not take any action whatsoever which 
may disturb existing business relations of Samuel F. 
Racine & Co. with any person, firm or corporation 
with whom I came in contact as a representative of 
Samuel F. Racine & Co., and 

“(d) For a period of three years after leaving such 
employment I will not: 


10 


“(1) Solicit accounting or auditing work from any 
person, firm or corporation with whom I came in 
contact as a representative of Samuel F. Racine & 
Co., or 


(2) Perform any accounting or auditing work, 
either acting for myself or for any other party, for 
any person, firm or corporation with whom I came 
in contact during my employment with Samuel F. 
Racine & Co., also 


“(3) That each of the above articles shall be 
construed to cover and include not only the clients 
of said Samuel F. Racine & Co. but also members of 
the staffs of his clients as well as occupants of their 
offices.”’ 

It will be noted that the warranty recites an agree- 
ment for a “period of three years.”” The first re- 
ports contained a provision for only eighteen months, 
but this was changed to “three years” long prior to 
the cessation of employment by appellant. After 
the services of respondent were terminated, he 
opened a school of accountancy and offices as a 
certified public accountant, and sent out notices to 
this effect, some of which were sent to appeilant’s 
clients, and began to perform services for many of 
appellant’s clients. 

Appellant then brought this action, asking for an 
injunction against the respondent to prevent him 
from doing business with appellant’s former clients, 
and to enforce the provisions of the contract with 
reference thereto. Upon the hearing, the evidence 
showed that the business of a certified public 
accountant is such that the person who actually 
performs the labor incident thereto acquires an inti- 
mate knowledge of the business of the client, pre- 
paring audits of the business, income-tax returns, 
and other matters very confidential in their nature, 
and vital to the business itself. It showed also that 
appellant has speft some seventeen years in building 
up this business and that he employs a number of 
men to do the actual work at the clients’ places of 
business; that as work is to be done he sends an ac- 
countant to do the work, but as the client learns to 
know the accountant the desire of the client to have 
the particular accountant do his work increases to 
the point where it is almost impossible to change the 
accountant, owing to the confidential knowledge he 
has of all the important and vital matters concerning 
the business; that many times the appellant has no 
personal acquaintance with his clients, but they 
come to him because of his reputation and ability 
to have in his employ careful accountants, capable 
of doing the client’s work and the accountant in 
most cases is the only point of contact between the 
appellant and the client. 

The evidence disclosed that at least twenty-two of 
appellant’s former clients changed to respondent 
when he commenced business for himself, and that 
substantial damage has resulted to appellant. 

The trial court held that the warranty contained 
in the weekly report signed by respondent was not 
a part of the contract. Respondent testified that, 
while he read it many times, he did not consider it 
had anything to do with his employment, and that, 
at a luncheon when he was present, the appellant 
had described the provisions thereof as having no 
legal effect, and being placed there for the moral 
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effect alone. The court thought that since the 
warranty was contained in the report for the week’s 
work just finished, it referred to that week’s work 
only, and was unenforceable since the services were 
already performed. It concluded that it could not 
be effectual as to the next week’s work or any future 
services. This distinction is too shadowy to be 
upheld. It may be that as to the first week’s labor 
the warranty could not be effective, but when each 
week respondent signed the warranty which ex- 
pressly provides in the first three provisions in 
words that no man may misunderstand, ‘“(a) my 
entire time shall be devoted: (b) during such em- 
ployment I shall not do, and (c) either during or 
after leaving such employment I will not take any 
action,’’ such a warranty contained in each report 
was certainly a basis and a part consideration for 
future employment. Counsel for respondent has 
cited a number of cases involving mercantile trans- 
actions, where the courts have held that invoices 
accompanying delivery of goods pursuant to the 
previous contract, and containing modifications and 
qualifications thereof, are not binding upon the party 
purchasing, and are denominated by the courts as 
mere announcements in terrorem. Their appli- 
cation to the facts here where respondent signed 
each week for two hundred sixty weeks a warranty 
that he would not do certain things is not apparent. 
It is a part of the contract of employment and must 
be upheld, if it be not contrary tolaw. This brings 
us to the serious point in the case. 


(1) It is respondent’s contention that the contract 
is void because it is against public policy in that, 
(1) it unduly restricts respondent's liberty of con- 
tract, and (2) it unduly prevents the public from 
availing itself of his services. The provisions which 
are said to be unduly restrictive are sections 1, 2, 
and 3, of subdivision (d), as follows: 


“(1) Solicit accounting or auditing work from 
any person, firm or corporation with whom I came 
in contact as a representative of Samuel F. Racine 
& Co., or 


“(2) Perform any accounting or auditing work, 
either acting for myself or for any other party, for 
any person, firm or corporation with whom I came 
in contact during my employment with Samuel F. 
Racine & Co., also 

“(3) That each of the above articles shall be 
construed to cover and include not only the clients of 
said Samuel F. Racine & Co., but also members of 
the staffs of his clients as well as occupants of their 
offices.”’ 

Roughly construed, these provisions prohibit 
respondent from soliciting or doing, within a period 
of three years, any work for any of those people 
whose desire for his services comes because through 
his work as a representative of the appellant he was 
enabled to acquire a knowledge of their business, or 
become intimate with the members of the staff of 
such business. This construction appears to be 
recognized by both parties to the controversy. 
Construed in this manner, let us see to what extent 
the restrictions go. In the broadest sense, the 
restriction is nothing more than to prohibit re- 
spondent from taking appellant’s clients with him 
when he severs his connection with appellant, or to 
perform services for those so intimately connected 
with such clients as to be fairly classified as his 
future clients. That such a requirement so accords 


. with common honesty between men, and a failure 
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to observe it leads to such direful results, is so well 
established that it seems strange that it should be 
contended that one engaged in a position where 
confidence is the basis of the relation between client 
and the employee and that confidence results 
through the employer and is the foundation stone 
of his business, then the employee may, disregarding 
his employer's rights, visit ruin upon him. The 
general rule applied in construing such contrasts, is 
that restrictions therein are upheld, if they meet the 
test of showing that they are not greater than are 
reasonably necessary to protect the business or good- 
will of the employer, even though they restrain the 
employee of his liberty to engage in a certain occu- 
pation or business, and deprive the public of the 
service, or restrain trade. 13 C. J. 475. 

9 A. L. R. 1467, 1468, states the rule as follows: 

“The validity of covenants by employees not to 
engage in a similar or competing business for a 
definite period of time, following the termination of 
the contract of employment in which the covenant 
is incorporated, may be sustained, although the 
contract is recognized to be in restraint of trade. 
The test generally applied in determining the valid- 
ity of such a covenant is whether or not the re- 
straint is necessary for the protection of the business 
or goodwill of the employer, and, if so, whether it 
imposes on the employee any greater restraint than 
is reasonably necessary to secure to the business of 
the employer, or the goodwill thereof, such protec- 
tion, regard being had to the injury which may 
result to the public, by restraining the breach of the 
covenant, in the loss of the service and skill of the 
employee, and the danger of his becoming a charge 
upon the public. 


* * * * * 


“It is clear that if the nature of the employment 
is such as will bring the employee in personal contact 
with the patrons or customers of the employer, or 
enable him to acquire valuable information as to the 
nature and character of the business and the names 
and requirements of the patrons or customers, 
enabling him, by engaging in a competing business 
in his own behalf, or for another, to take advantage 
of such knowledge of or acquaintance with the 
patrons or customers of his former employer, and 
thereby gain an unfair advantage, equity will in- 
terfere in behalf of the employer and restrain the 
breach of a negative covenant not to engage in such 
competing business, either for himself or for another 
providing the covenant does not offend against the 
rule that as to the time during which the restraint is 
imposed, or as to the territory it embraces, it shall 
be no greater than is reasonably necessary to secure 
the protection of the business or goodwill of the 
employer.” 

Of course, the rule above quoted is subject to the 
exception that the interests of the public may be so 
opposed to the contract that it should not be upheld, 
even though no good cause is shown between the 
parties. But no situation of this character is shown 
here. True, some of the former clients of appellant 
testified that they asked respondent to do their 
work, and that they desired his services, but this is 
not enough. 

They do not desire his services because he is the 
only person who has the ability to perform them, but 
because they know him well and he knows all about 
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their business. The case is no different than those 
contracts so often before the court where a phy- 
sician’s or dentist’s assistant has contracted not to 
engage in the practice of the profession within 
reasonable limits of his employer’s clientele. No 
doubt the patients prefer the services of the assistant 
who has cared for their health in the past, but the 
law presumes that the service can well be performed 
by some one else. 

Respondent has argued that this case is controlled 
by Ice Delivery Co. v. Davis, 137 Wash. 649, 243 
Pac. 842, where the plaintiff, an ice company, sought 
to restrain the defendant from soliciting and serving 
ice to customers of the plaintiff, his knowledge of 
them being such having resulted from his former 
relationship with the plaintiff, and the injunction 
was denied. But we are unable to so conclude. 
The case at bar is more nearly like, and we think, 
controlled by, the case of Davis & Co. v. Miller, 
104 Wash. 444, 177 Pac. 323, where a former em- 
ployee of the plaintiff, who had knowledge of all the 
important matters, and stood in relation of confi- 
dence to the employer, started a like business of his 
own, and solicited the clients of his former employer. 
In the Ice Delivery case, supra, it was sought to 
predicate the right to an injunction upon the de- 
cision in the Davis case. But we rejected the plea 
of similarity and the distinction which should be 
made here was aptly made in that case, where 
we said: 

“The facts and circumstances in that case and 
those in the present one are not parallel. In that 
case, the services under consideration were more 
largely of a personal sort in the performance of duties 
of the agency. The success of that service depended 
upon the personal ability of the agent to obtain as 
high rentals as possible and reasonable from tenants 
who were responsible and dependable. For those 
purposes each piece of property handled was a 
separate and individual thing. Davis & Co. had 
established a large and successful business of that 
kind, largely through the efforts of Miller within the 
knowledge of the clientele who were acquainted with 
him. The service was that of a representative 
between the owner and the tenant that necessitated 
the fixing of prices, terms of tenancy and knowledge 
of the financial standing of all the persons in- 
volved, with changes in that respect, if any, as they 
happened. Handling the business required daily 
conferences of all the employees and embraced confi- 
dences too important for others than John Davis 
who was the head of the concern, Miller and one 
other employee. Miller was always there, he was 
the one man in the confidence of Davis. 

“Not so in the present case, which involved the 
sale of a commodity for consumption. Different 
from houses and rooms, a pound of ice is like another 
pound of ice, the same price to all in the same 
quantity. The customer may take it today and 
refuse it tomorrow. The substance of the service is 
the ice delivered, not the personal service of the 
carrier who delivers it.’’ 

Respondent has cited a large number of cases from 
other jurisdictions. An examination of them dis- 
closes that they are not generally at variance with 
the rule we have announced. Their applicability 
depends upon the facts. In many of them will be 
found facts which the court concluded were insuffi- 
cient to sustain the restrictions; as, for instance, in 


Menter v. Brock, 147 Minn, 407, 180 N. W. 553, 


where the court held that ‘“‘there was no evidence 
that Brock in the position of manager came in 
contact with customers of plaintiff, so as to obtain 
any personal hold on the goodwill of the business;” 
in Samuel Stores v. Abrams, 94 Conn. 248, 108 Atl. 
541, where the agreement related ‘‘ merely to services 
in a local retail business and primarily aims to re- 
strict competition’’; and in Mandeville v. Harman, 
42 N. J. 185, 7 Atl. 37, where a contract never to 
engage in the practice of medicine in Newark was 
held not to be reasonably necessary for the pro- 
tection of the plaintiff. We have been cited to no 
case which we deem parallel with this where the 
contract has been held void. Indeed, the restric- 
tions in the covenant are far milder than most of 
those upheld by the court. 

Much is said in the briefs as to the right to labor, 
and the necessity of the courts declining to uphold 
restrictive covenants, to much of which there can 
be no dissent. But the restriction here is not un- 
reasonable either as to time—three years—or as to 
persons—Racine’s clients. Nor is there any show- 
ing that it has affected or will affect respondent’s 
labor for a livelihood. He testified that he had 
already secured a large number of clients and that 
at least three-fourths of them did not come to him 
from his former connections. The limitation, it 
will be seen, is far less restrictive than many usually 
upheld by the courts. 

It is our conclusion that the contract is valid and 
should be upheld. The cause is reversed, with in- 
structions to enforce the provisions thereof. 

Parker, Mackintosh, and Bridges, JJ., concur. 

Tolman, C. J. (dissenting in part)—With most of 
what is said by the majority, treated abstractly, | 
agree; but I feel that the majority have overlooked 
what I consider the very unreasonable features of 
subdivision ‘‘2” of paragraph ‘‘d”’ of the so-called 
warranty. That subdivision is: “I will not; ... 
Perform any accounting or auditing work, either 
acting for myself or for any other party, for any 
person, firm or corporation with whom I came in 
contact during my employment with Samuel F. 
Racine & Co., ..."’ ‘This is a peculiar provision 
and, I think, a very unreasonable one. Unless 
bound by a contract for a definite term—of which 
there is no suggestion here—every one of Racine’s 
clients might terminate the relationship at pleasure. 
I find no proof here which negatives the conclusion 
that each and all of Racine’s former clients, now the 
clients of respondent, had not, without solicitation, 
at his own volition, terminated the relationship with 
Racine at or before the time respondent left Racine’s 
employ. It may even be that some of them dis- 
solved their relations with Racine years before 
Bender ceased to be so employed. Can anyone say 
that it is reasonably necessary, for the protection of 
Racine, that Bender should not for three years 
thereafter do any business for one who, though once 
a client of Racine’s, had ceased to be such for good 
and sufficient reasons long years before Bender 
opened an office of his own? Clearly, when a client 
severed his relations with Racine, Racine had no 
interest to protect; and therefore, in my judgment 
the order of the majority to enforce the provisions 
of the contract is too broad, and in reason and in 
justice should be so limited as to permit Bender to 
serve all those who had terminated their relations with 
Racine prior to the time when Bender ceased to be Ra- 
cine’s employee. I therefore, to that extent dissent, 
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REVIEWS 


E. A. KRACKE—* ACCOUNTANCY IN 
GERMANY” 


Address delivered at a meeting of the 
Ohio Society of Certified Public Account- 
ants, Cincinnati, October 9, 1926. 


The profession of accountancy in Germany has 
not attained the status it has reached in America, 
either in the respect of the public or in its record of 
accomplishment, said the speaker in opening his 
address. However, German accountants, he said, 
are anxious to make progress although they are 
handicapped by the fact that most of the practice 
is in the hands of corporations owned by the finan- 
cial institutions of the country. This proprietary 
relationship robs the practitioner of professional 
independence. 

The technique of accounting as far as detail work 
is concerned is quite satisfactory in Germany, said 
the speaker. The adoption of columnar records has 
improved original entry records. Great care is 
used in the detail accounting for inventories and 
capable control is exercised over stores. Cost 
records in general are also well kept. However, the 
science of journal entries, according to the speaker, 
is backward in comparison with American methods 
and analytical operating information in the form of 
current internal reports directly related to operating 
results is conspicuous by its absence. Mr. Kracke 
said that the consolidated balance-sheet is practically 
unknown in Germany, despite a complicated develop- 
ment of subsidiary company relationships. The 
acquisition of other corporations has tended toward 
the type of ‘vertical’ trust formation as distin- 
guished from the ‘“horizontal.’’ The former type 
attempts to follow production from raw material to 
the final manufactured article, while the latter aims 
to combine concerns more or less in the same general 
line. This vertical combination, however, is con- 
fused in many cases by the acquisition of unrelated 
corporations. The subsidiary companies are usually 
held in varying degrees of stock control with fiscal 
year closings in almost every month of the year. 
Naturally the unification of a number of such con- 
cerns in a balance-sheet and income consolidation 
presents a difficult though necessary task. 

The speaker said that the ordinary German pub- 
lished balance-sheet is not satisfactorily informative, 
no attempt being made to set forth the current work- 
ing capital position. The balance-sheet value of the 
inventories is frequently understated. The receiv- 
ables often include such items as investments that 
by no means represent current funds. The liabilities, 
on the other hand, not infrequently include consid- 
erable sums of pure reserves. The speaker next 
pointed out the failings of the income account 
commonly found in Germany, saying that items 
which in America are expressed in the accounts on 
the basis of accrual are treated as expenses when they 
are paid. Among other things the speaker men- 
tioned the unscientific treatment of depreciation, 
which is often charged off directly from the plant 
accounts, while the renewals and replacements as 
made are charged to operations along with sub- 
stantial amounts of additions and betterments. 


Mr. Kracke mentioned inflation as one of the 
causes for lack of progress in accounting matters in 
the last decade. He also expressed the opinion that 
the plentiful supply of cheap labor in Europe was a 
disadvantage in that it made labor-saving inventions 
and conservation of energy through efficiency un- 
necessary. The speaker said that the advent of 
American certified public accountants in Germany, 
caused by the increase of American investment 
there, may result in a tendency toward adoption of 
American accounting methods. 


G. HARVEY PORTER—‘ FINANCING 
INDUSTRIES IN BALTIMORE CITY” 


Article published in Manufacturing In- 
dustries, December, 1926. 


The writer says that an industrial survey of Bal- 
timore was completed in 1914, which embraced a 
complete inventory of industries with a classifica- 
tion of employees, products, value of manufactures, 
freight rates, labor situation, housing conditions, 
taxation and other related subjects. Upon this 
survey was based a recommendation for the forma- 
tion of a corporation to stimulate investment in and 
loans to the smaller industries of the city. Subse- 
quently such a corporation was formed. It aids in 
obtaining financial assistance for worthy industries 
in Baltimore, or those which may be moved to Balti- 
more, and encourages the creation of enterprises in 
that city for the manufacture of new products. The 
writer describes the organization of this corporation 
and says that its most important work lies in the 
investigation of projects submitted for financing, to 
determine whether the factors upon which profit 
depends are existent in the case of the industry 
under consideration. Among the factors that 
should be present are experienced management, 
potential market for the product, availability of raw 
materials at proper cost and suitable labor supply. 
The investigation is usually not confined to the 
particular firm under examination, but generally em- 
braces a study of the type of industry as a whole and 
the proportion of actual investment already made by 
seekers of capital in the field and by management 
interests. It is seldom sound to supply capital to 
individuals who are not identified with the owner- 
ship of the industry. 

Management is perhaps the most important and 
certainly the most difficult part of a complete in- 
vestigation. The abilities and potentialities of the 
management are largely responsible for the degree 
of success to be achieved and yet the traits of exec- 
utives as a profit-making factor may not be readily 
analyzed. The record of past education, experience 
and achievement seems to be the most accurate 
available guide for the future. 

Another important consideration is the extent and 
location of markets for the product. It is necessary 
toassemble data regarding the consumption or sale of 
the product or similar products within the territorial 
limits of the market. The ratio of the proposed 
output of the industry to the known consump- 
tion of the commodity may exert important influ- 
ences in the financing procedure. Statistics indicate 
the trend of demand which may be found to be 
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decreasing, stable, or in the case of products con- 
taining a style factor, often erratic. 

The existence of competition need not be regarded 
as detrimental. Quality, price, service and publicity 
may assure sales despite the existence of competing 
concerns. However, it is advisable by studying 
the territory in which the product will be sold to 
measure the competition by comparing similar 
commodities or substitutes offered in that territory. 
In the case of foreign competition, an analysis of 
protective tariffs is vital. 

The advice of competent engineers on the manu- 
facturing methods in use should be obtained to avoid 
financing obsolete machinery or methods. 

Location of plant, the layout and equipment and 
the cost of land, buildings and machinery are im- 
portant considerations. 

In the case of established industries, the exact 
financial standing of the company should be esti- 
mated, based on audited balance-sheets with com- 
plete details of inventories and their basis of 
valuation, reserves and other usual items. The actual 
current position should be compared with the theo- 
retical requirements to indicate possible shortage of 
working capital. Profit-and-loss statements of a 
reasonable period of time, although not to be used 
with too much confidence, are valuable. 

It is essential to arrive at some estimate of a 
.contemplated volume of business to be secured and 
the price to be obtained. In an established in- 
dustry this information may be derived from tabu- 
lations showing the volume of sales of eachcommodity 
in terms of both units and value, on the basis of 
which future sales may be prophesied. 

The costs of producing, selling and delivering the 
proposed product must be estimated, which amounts 
to a budgeting of the business. Quantities of raw 
material required may be estimated by determining 
sources of supply and obtaining competitive quo- 
tations on raw materials and costs of delivery. 
Labor requirements must be detailed by outlining a 
complete plant payroll based on local rates prevailing 
for the various occupations. Allowance must be 
made for factory expenses including power, light, fuel, 
taxes, insurance and depreciation. So far as practi- 
cable selling and general expense should be detailed. 
Careful thought to necessary provisions for market- 
ing expenses must be given. Care must be taken to 
avoid improper anticipation of initial sales resist- 
ance and a conservatively adequate provision 
for advertising appropriation calculated on this 
basis. A sufficiency of working capital is of utmost 
importance since under-estimation of expenses 
covered by this provision often causes embarrass- 
ment when a company faces a shortage of materials, 
labor and accounts receivable to meet the necessary 
volume of business. 

Difficulty will be encountered in gauging capital 
to be invested in work in process. In the case of a 
single product, this amount is determined by the 
period required to produce the finished article from 
the raw material in the average cycle of operation. 
In a plant manufacturing a number of products the 
same principle would be applied to each in order to 
obtain the total work-in-process capital requirement. 

The effect of trade customs may influence the 
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terms that must be quoted by the manufacturer and 
an allowance of capital must be made for investment 
in accounts receivable that will be satisfactory in 
view of the average period of collection. Con- 
sideration must be given to the variation in different 
industries in terms of payment. The instalment 
basis is customary in some industries. Seasonal 
fluctuations in distribution may necessitate provision 
for excess quantities of materials, work-in-process 
and finished stock that may be carried in the dull 
season. A reasonable cash reserve should be sup- 
plied for unforeseen conditions. Beyond certain 
limits the accumulation of more initial capital than 
conservatively required has no merit and may 
burden the industry. The limitations placed on 
banks should prohibit too great reliance on bank 
credit for emergencies. 

From the data secured on these subjects, the ap- 
proximate return on the investment will be shown 
by a comparison of estimated earnings with total 
capital requirements, says the writer. A compari- 
son of estimated returns with actual results of other 
established industries in the same field should 
be made. 

After the investigation has been completed a 
report is reviewed by the board of directors of the 
financing company. The corporation’s funds may 
supply all or a portion of the capital requested. A 
direct loan may be offered the industry and in ad- 
dition the officers of the financing corporation may 
act further with individual banks or investment 
houses to obtain the balance of capital required, and 
this effort is facilitated by the approval which the 
finance corporation has given the industry after its 
exhaustive investigation. 

The financing corporation is usually represented 
on the board of directors of the company financed 
and continues to exert supervision of accounting with 
detailed operating and financial reports and audits of 
the industry in order that the investment and the 
return on it may be safeguarded. This relation with 
the industry has been found not to be detrimental to 
the active management, but has tended to promote 
and stimulate its activities. The writer concludes his 
article by summarizing the services that such a 
corporation may render to a small manufacturer 
as follows: 

Such a corporation after investigation codperates 
with the industry in obtaining its fixed working capi- 
tal requirements either through some of its own funds 
or in conjunction with other investors. 

The corporation maintains a staff to aid local 
industries with their manufacturing problems which 
often initiates other kinds of improvements in manu- 
facturing industries with which the corporation is 
identified. 

The markets are subject to careful study. 

Special consulting service is rendered local in- 
dustries. 

The department of accounts renders a monthly, 
annual or special service in cost and general ac- 
counting and through audits. 

Corporation acts as a clearing house for deserving 
requests for capital on one hand and investors 
seeking profitable investment in industrial enter- 
prises on the other. 
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HERE AND THERE 


Bernstein-Abramson Co., 152 West 42nd 
street, New York, announce that Hyman 
Freireich has been admitted as a member of 
the firm. The firm name has been changed 
to Bernstein, Abramson & Co. 





A. David Bernstein and Irving Milchman 
announce the formation of a partnership 
under the name of Bernstein & Milchman, 
with offices at 1440 Broadway, New York. 





Blight & Wheeler, Los Angeles, announce 
the removal of their offices to suite 1226—7-8 
C. C. Chapman building. 





Edward G. Borjes and Andrew H. Borman 
announce the formation of a partnership 
under the firm name of Borjes & Borman 
with offices at the Flatiron building, New 
York. 





Ernest D. Bowman is no longer affiliated 
with the firm of Crane & Bowman, Denver, 
Colorado, having relinquished his interest to 
other members of the partnership. 





Announcement has been made of the re- 
moval of the offices of Chase & Gaunt, 
Little Rock, Arkansas, to 604—5—6 Rector 
building, Third and Spring streets. 





Child, Smith & Young announce the 
opening of an office at 43 Farmington 
avenue, Hartford, Connecticut, and the ac- 
quisition of the practice in that city of 
William C. Woodford, who will be asso- 
ciated with the firm. 





Crane & Bowman announce that the ac- 
counting practice of Coughlin & Coughlin 
has been consolidated with their practice 
and that the office in the Associates build- 
ing, South Bend, Indiana, will be continued 
in charge of J. R. Coughlin. 





Al G. Crockett and Gerald M. Conkling 
announce the consolidation of their account- 
ing practices and the formation of a partner- 
ship called Crockett & Conkling with offices 
at the following places: 903 Commerce 
building, Kansas City, Missouri; 222 Broth- 
erhood building, Kansas City, Kansas; and 
Insurance building, Topeka, Kansas. 
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Robert Douglas & Co., announce the re- 
moval of their offices from 49 Federal street, 
to the Statler building, Boston. 





J. H. Gilby and J. Leonard Penny an- 
nounce their consolidation as Gilby, Penny 
& Co. with offices at 111 West Washington 
street and 33 South Clark street, Chicago. 





Charles P. Harris announces his associa- 
tion with the firm of McIntyre’.& Short, 
Nashville, Tennessee. 





Robert E. Hays has become associated 
with Howard C. Nern under the firm name 
of Nern & Hays, with offices at Strong 
building, Parkersburg, West Virginia. 





Clarence H. Hurst announces the opening 
of offices for the practice of public account- 
ing at 302 Olympia building, Miami, 
Florida. 





John R. Hutson has become associated 
with the organization of Elmer L. Hatter, 
Citizens National Bank building, Balti- 
more, Maryland. 





Caddie H. Kinard announces the removal 
of his offices from the National Bank of 
Commerce building to 313-314-315 Ex- 
change building, El Dorado, Arkansas. 





Paeske, Espinoza & Ragland, 924° Cen- 
tral building, Los Angeles, announce that 
Harry Kahan has been admitted as a mem- 
ber of the firm, which will hereafter be 
known as Paeske & Co. 





Peat, Marwick, Mitchell & Co. announce 
that S. J. Broad has been admitted to part- 
nership in the firm. 





Scovell, Wellington & Co. announce the 
establishment of an office in the Federal 
Reserve Bank building, Kansas City, Mis- 
souri, with Milton E. Carter as resident 
manager. 





Lawrence Scudder & Co. announce that 
the following men are now junior partners of 
the firm in their respective districts: E. L. 
Sutherland, Chicago; S. R. Berkey, Grand 











Rapids; C. T. Wheeler, Muskegon; Duncan 
Rice, Kalamazoo. 





Menahem Stim announces the removal of 
his offices to Greeley Arcade building, 128 
West 31st street, New York. 





Owen S. Thompson & Co., 2095 Broad- 
way, New York, announce the admission to 
partnership of Harold F. Solomon. The 
firm also announces the opening of new 
offices in the U. S. Mortgage & Trust Co. 
building, 2095 Broadway at 73rd street, 
New York. 





H. D. Young, J. K. Lamberton and F. G. 
Pearson announce that they have com- 
menced business as public accountants 
under the firm name of Young, Lamberton 
& Pearson with offices at 414 Castle & Cook 
building, Honolulu, Hawaii. 





The following paragraphs report public- 
service activities of members and associates 
of the Institute: 


A brief entitled ‘‘The Texas state finan- 
cial system’’ by George Armistead, Hous- 
ton, was delivered to the governor of 
Texas and the Harris county delegation in 
the fortieth legislature of that state. A 
condensed summary of Mr. Armistead’s 
recommendations for improvement in the 
Texas accounting system was published in 
The Houston Chronicle for January 24, 1927. 





The Times-Picayune for December 23rd 
contained an article by Sidney S. Bour- 
geois, Jr., New Orleans, entitled ‘‘Con- 
sidered from the angle of federal taxes 
imposed, is the corporate form of organi- 
zation justifiable for the ‘one man’ 
business?”’ 





J. M. Bowlby, Chicago, addressed the 
Illinois State Nurserymen’s Association, 
January 21st, on ‘Accounting problems 
of the industry.” 





Otho G. Cartwright, New York, spoke at 
a meeting of the New York League of 
Women Voters at the Hotel Roosevelt, 
January 26th, on “Reducing the cost of 
government.” Mr. Cartwright has served 
as chairman of the board of directors in his 
county and assisted in compiling a pamphlet 
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called ‘‘ Equalization of taxes in Westches- 
ter County’’ which has recently been pub- 
lished. 





“Urban property valuation’’ was the 
subject of an address made by Clem W. 
Collins, Denver, before the state tax com- 
mission and county assessors of the state 
of New Mexico, at Santa Fé, December 6th. 
On December 26th Mr. Collins spoke at 
the Messiah Lutheran Church, Denver, 
on ‘‘The citizen and the state,’’ and on 
December 27th he addressed the senior 
patrol leaders of the Boy Scouts of Amer- 
ica, Geneva Glenn, Colorado, on ‘The 
development of leadership and citizenship.” 





The official bulletin of the National 
Association of Cost Accountants for Jan- 
uary 15th contained an article by Stanley 
G. H. Fitch, Boston, entitled ‘“ Planning for 
the physical inventory.” 





Orrin R. Judd, New York, spoke before 
the policyholders of the Phoenix Mutual 
Life Insurance Co., January 3rd, on “Life- 
insurance trusts.” 





J. H. Kauffman has been appointed a 
member of the committee on expenditures of 
the Ohio chamber of commerce. 





S. Earl Shook, Bridgeport, is serving as a 
member of the committee on commercial 
arbitration of the Connecticut chamber of 
commerce. 





F. A. Smith has been appointed vice- 
chairman of the committee on public finance 
of the Kansas City chamber of commerce. 





Walter A. Staub, New York, is serving as 
chairman of the buildings committee of 
Millburn Township, New Jersey, and is also 
a member of the board of education there. 





C. Oliver Wellington, Boston, addressed 
the Philadelphia chapter of the National 
Association of Cost Accountants, November 
19th, on “The interpretation of balance- 
sheets and operating statements by the 
executive and by the stockholder.’”’ The 
subject of an address by Mr. Wellington 
before the Utica chapter of the association, 
December 13th, was ‘‘ Balance-sheets and 
operating statements.” 











